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Pelro-canada 
March 31, 1978 


The Honorable Alastair Gillespie, P.C., M.P., 
Minister of Energy, Mines and Resources, 
House of Commons, 

Ottawa, Canada, 

K1A OA7 


Dear Minister: 


On behalf of the Board of Directors, we are pleased to present this second Annual Report of Petro- 
Canada for the fiscal year ended December 31, 1977. 


In accordance with the provisions of the Financial Administration Act, the Report includes the 
Consolidated Balance Sheet and the related statements together with the auditor's report thereon. 
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MAURICE F. STRONG WILBERT H. HOPPER 
Chairman of the Board. President and Chief Executive Officer. 
With the compliments of 
W.H. Hopper 


President & Chief Executive Officer 


Petro-Canada 


NO ACKNOWLEDGMENT IS EXPECTED 


1 O77 Highl ights — 1977 was Petro-Canada’s second year of operation; 


—lts activities aim at assisting the realization of Canada’s energy supply 
objectives by initiating and supporting projects which include those which 
are at the frontiers of technical and commercial viability; 


— Its projects have been undertaken in joint venture with private sector 
firms willing and able to share in the risks and opportunities which these new 
projects offer; 


— Its work and direct public investment of funds in the more promising projects 
in the industry are a means of mobilizing public financial support and 
focussed technical effort for particular and important ventures as a 
supplement to the many Government policies which encourage the energy 
industries; 


— In pursuing these objectives, Petro-Canada is: 


— managing one of the larger oil and gas exploration programs in Canada, 
with particular emphasis on the country’s frontier regions; 


— investigating technology for the development of the non-conventional oil 
resources of heavy oil and tar sands; 


— designing and assessing methods of transporting energy to market from 
remote and difficult locations; 


— assessing foreign opportunities which offer a secure supply of competitive 
energy for those Canadian markets which will remain import-dependent 
for some period of time, regardless of success on the Canadian 
technological and geographic frontiers; 


— reviewing technological developments which would provide new sources 
of energy to Canadian markets; and 


— undertaking research and development into Canadian technical 
challenges and opportunities; 


— As part of its Government mandate, Petro-Canada has also been using its 
resources for the management of the interests in certain energy projects 
which the Government has invested in, in support of private industry 
initiatives, prior to the creation of this Corporation —i.e., Syncrude, 
Panarctic Oils Ltd. and Polar Gas; 


— Its activities are also intended to increase Government knowledge of, and 
sensitivity to, the risks and opportunities in the Canadian energy business to 
help ensure that its policies in the energy field reflect these realities. 
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Exploration 
1. Petro-Canada ranked 10th in Canada in number of wells drilled in 1977. 
2. Total exploration expenditures in 1977 were $60.5 million. 


3. The Corporation participated in 13 of the 27 wells drilled in Canada’s 
frontier region in 1977. 


4. Itwas the most active company funding exploration on the Scotian shelf in 
IIe 


5. Petro-Canada purchased sole ownership of 3 million acres of land in 
northern Baffin Bay containing promising geological prospects. 


6. Atyear end the Corporation owned 93 million gross acres of leases in 
Canada; net 15 million acres. 


7. In 1977 Petro-Canada drilled 128 wells of which 86 were gas producing 
wells and 18 were oil producing wells. 


Project Development 


1. Petro-Canada is project leader in the Arctic Pilot Project to investigate the 
feasibility of moving Arctic gas to southern markets via liquid natural gas tanker. 


2. Itis involved in the Polar Gas group to look at the feasibility of moving 
Arctic gas south by pipeline. 


3. Petro-Canada is involved in designing the first offshore Arctic well 
completion, is conducting innovative ice movement studies and is working 
with others to develop a new offshore Arctic drilling system. 


4. The Corporation has undertaken extensive studies of factors related to 
heavy oils development, including exploration, production technology, 
enhanced recovery, upgrading systems and transmission systems, to permit full 
utilization of this oil reserve for Canadian needs. 


5. Petro-Canada is involved in a joint venture to investigate the feasibility of 
moving Western Canadian gas to new markets in Quebec and the Maritimes. 


6. As the operator in a large joint venture in the Alberta Oil Sands, it is 
actively researching and planning the testing of in-situ processes to develop oil 
sands. 


Financial 


1. In 1977, Petro-Canada, through development activities, added 21 billion 
cubic feet of gas to its reserves. Total 1977 gas production was 32.5 billion 
cubic feet before royalty, leaving reserves of 821.8 billion cubic feet at year 
end. 


2. In 1977, Petro-Canada added 2.9 million barrels of oil and natural gas 
liquids to its reserves. Total 1977 oil and natural gas liquids production was 
10.2 million barrels leaving reserves of 151.6 million barrels at year end. 


3. Sales of oil, gas and natural gas liquids generated revenue of $88.7 million 
after royalty. 


4. At yearend the consolidated assets of the Corporation were $878.7 million 
consisting of: 


$ 48.1 million — current assets 

$ 91.8 million — investment in Panarctic Oils Ltd. 
$259.1 million — investment in Syncrude Project 
$479.7 million — other property, plant and equipment 
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Corporate Report 


Petro-Canada was established to 
assist the Canadian Government 
achieve its goal of assuring Canada’s 
future energy supply. In 1977, the 
second year of operation, it 
continued the systematic 
examination of potential sources 
which could have a significant impact 
on Canada’s energy supply. The 
Corporation undertook an active 
frontier exploration program, 
research into improved methods of 
developing and delivering existing 
resources and research into the 
utilization of additional potential 
sources of oil and gas. 


Since its start of business in early 
1976, Petro-Canada has become a 
substantial presence in Canada’s 
energy industry. It has a fully 
operational exploration staff 
managing one of the larger oil and 
gas exploration programs in Canada. 
In 1977, Petro-Canada ranked 10th in 
number of wells drilled in Canada. 


With the creation of Petro-Canada 
the Government added another 
method of providing for Canada’s 
energy needs. Direct public 
investment through Petro-Canada 
complements a broad range of public 
policies by stimulating specific 
ventures to achieve Canada’s energy 
goals. This investment will increase 
Government's knowledge of, and 
sensitivity to, the risks and 
opportunities in the energy business, 
and help to ensure that public 
policies in the energy field reflect 
these realities. 


Petro-Canada’s participation is not, 
and will not be, at the expense of 
opportunities for private sector 
investment. On the contrary, it has 
expanded such opportunities by 
undertaking its ventures in 
association with others willing to 
make the necessary investments to 


achieve Canada’s energy goals. It 
increases the extent of Canadian 
participation in this crucial industry. 
It has mobilized public financial 
strength to promote activities in the 
energy field which are of high 
priority. Petro-Canada manages those 
public energy investments which the 
Government was urged by industry to 
undertake when the private sector 
needed assistance in the particular 
ventures. 


In its two years of operation Petro- 
Canada has participated in joint 
ventures with the private sector to add 
to the available talents and resources 
working toward the accomplishment 
of national energy goals. The 
Corporation has frequently been 
asked by private firms to join in 
ventures whose size, timing and risk 
require the participation of many 
firms if the effort is to be within the 
financial capacities of the individual 
participants. 


An important motivation in Petro- 
Canada’s activities is the catalytic 
role it plays in stimulating new 
approaches and initiatives to 
significantly improve Canada’s 
energy supply or assure that potential 
alternatives are adequately 
considered before large-scale, long- 
term commitments are made. This 
catalytic role involves Petro-Canada 
in expenditures designed to test the 
feasibility of new projects and 
stimulate private sector investment in 
them. 


Petro-Canada’s role in such a project 
may often be fulfilled when the 
private sector undertakes it, whether 
or not Petro-Canada participates 
directly; or when its work facilitates 
Governmental decision-making by 
helping to point out and evaluate 
alternatives. Major initiatives have 
been undertaken by the Corporation 
to assess the feasibility of several 
projects. Of those undertaken, some 


will prove to be viable, others may 
have to be rejected and others may 
require only a minor role by Petro- 

Canada. 


Canada’s Energy Requirements 


The current context of Canada’s 
energy scene, in which Petro-Canada 
must make its investment decisions, 
is characterized by: 


— A depleting oil supply in which 
the volumes consumed are not 
being replaced with sufficient new 
discoveries to satisfy growing 
future domestic energy 
requirements; 


—A relatively more abundant supply 
of gas, but one where there is a 
continuing need to develop new 
sources to meet long-term 
requirements; 


— An international marketplace with 
increasing prices for oil and gas 
where the development of costly 
domestic resources must be 
considered in the context of those 
international prices and the 
relative security of supply. 


In this context Petro-Canada sees the 
need: 


— To promote conservation as the 
least costly way to improve 
Canada’s energy supply outlook; 


—For aggressive exploration efforts 
in currently producing oil and gas 
fields which are capable of rapid 
development; 


— For active exploration of more 
remote frontier areas, where the 
time lapse between initial 
discoveries and final delivery can 
be long, and where there is a need 
to know the size of the potential 
of these areas to formulate 
appropriate national energy 
policies; 


—To stimulate accelerated 
development of Canada’s large 
reserves of heavier oils; 


— To initiate measures to assure 
access by Canada to the 
significant supplies of foreign oil it 
will require to meet future needs; 


—To develop the technology 
required for increased production 
and transportation of oil and gas 
from isolated frontier regions; 


—To stimulate the development of 
alternative sources of energy. 


Exploration 


Petro-Canada has joined with 
industry to promote exploration and 
development activity in frontier areas 
where Canada’s largest potential 
energy sources may be found. In 
addition to the development 
potential which could result from 
exploration, this activity will give 
policy-makers as much knowledge as 
possible of Canada’s energy resources 
on which to base energy policy 
decisions. 


Petro-Canada has been active in most 
of Canada’s frontier regions where 
increased levels of exploration were 
possible and could be justified by the 
potential. Petro-Canada has been the 
most active explorer in the Scotian 
Shelf region over the last two years. It 
is exploring promising prospects in 
the High Arctic directly and through 
its involvement in Panarctic Oils Ltd. 
and has been developing a program in 
adjacent regions. In the Mackenzie 
Delta and onshore Northwest 
Territories, the Corporation is 
continuing some work. It was involved 
in 13 of the 27 wells drilled in these 
regions in 1977. 


In its two years of operations, Petro- 
Canada has spent $76.9 million in 
Canada’s frontier regions excluding 
its involvement in Panarctic. 


Petro-Canada has also been involved 
in exploration in the more 
conventional areas of oil and gas 
production of Western Canada. 
These activities relate mainly to land 
already owned by Petro-Canada 
where drilling has been undertaken 
to increase production capacity. The 
Corporation's expenditures for 
exploration and development 
activity in this area since inception 
have been $24.1 million. 


Project Development 


Petro-Canada has taken a lead role in 
developing new projects in areas 
where innovative approaches and 
new technology may contribute 
significantly to increasing the supply 
of energy for Canada. 


The Corporation has been examining 
all aspects of conventional heavy oil 
development in Canada to find the 
best possible method of making use 
of this resource. 


Extensive investigation of the 
potential use of liquefied natural gas 
(LNG) tankers to transport Arctic gas 
to southern markets was carried out 
inal 97 7- 


As a member of the Polar Gas 
consortium, Petro-Canada continues 
to look at the economic, 
technological and environmental 
aspects of a pipeline to move Arctic 
gas to southern markets. 


The Corporation is the operator ina 
joint venture covering 1.2 million 
acres of Alberta oil sands, where 
considerable industry interest has 
been shown in the development of 
an in-situ recovery technology for 
which Petro-Canada has basic 
patents. 


Petro-Canada and partners joined in 
the summer of 1977 to investigate 
the potential of extending Canada’s 
gas transmission system beyond 
Montreal to the rest of Quebec and 
the Maritimes. The Corporation and 
its partners are investigating the 
feasibility and pricing issues of 


utilizing Western Canadian gas to 
displace imported oil which currently 
serves these markets. 


Previous Government Investments 


A major Corporation activity, on 
behalf of Canada, has been to 
manage those assets which the 
Government of Canada transferred to 
Petro-Canada in 1976. These include 
a 15% equity participation in the 
Syncrude Project; and a 45% 
ownership of Panarctic where it has 
continued to support substantial 


exploratory activity in the Arctic Islands. 


Advice To Government 


On the basis of its actual experience 
in the industry, Petro-Canada 
provides advice to the Government 
to assist in the development of 
policies which will help realize 
Canada’s energy goals. The 
Corporation also believes that its role 
requires that it undertake a thorough 
examination of alternative 
approaches to reaching energy goals 
for the country. Its studies of the 
Arctic Pilot Project, the extension of 
gas pipelines to Quebec and the 
Maritimes, heavy oils and Alberta oil 
sands development were undertaken 
to ascertain the commercial viability 
of these activities, to determine an 
appropriate role for the Corporation 
in these fields, and to ensure that 
Government is provided with the 
broadest range of alternatives for 
consideration in making policy 
decisions. 


Petro-Canada believes that the 
potential for conventional oil and gas 
reserves in the Western Sedimentary 
Basin exceeds official estimates. Oil 
discoveries in Alberta over the past 
year have been very encouraging and 
the industry has been increasing its 
activity in pursuit of additional 
conventional oil. Policies should 
continue to focus on the 
development of conventional light 
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oil reserves in Western Canada in 
keeping with the relatively 
favourable economic merits of these 
sources in relation to non- 
conventional sources or frontier 
prospects. The economic advantages 
encouraging the search for additional 
conventional oil are somewhat 
diminished by current high land 
values which have emerged as an 
addition to exploration costs. 


As well, Petro-Canada believes that 
expanded markets are available for 
the supply of Western Canadian gas 
that is known to exist. If the price of 
gas were allowed to become more 
competitive, this gas could displace 
imported oil and decrease the future 
demand for less abundant Canadian 
oil. The relative prices of natural gas 
and oil in Canadian markets are vital 
factors in both resource development 
and the assurance of long-term supply. 


Research and Development 


In keeping with its mandate to 
stimulate new activities and unlock 
the potential of Canadian energy 
sources, Petro-Canada believes that 


research and development must 
constitute an increasingly important 
part of its efforts. There are always 
unique aspects to any country’s 
requirements and research and 
development require a large 
commercial base to support the 
uncertain pay-off from the 
investments. 


Petro-Canada intends to expand its 
contribution to research and 
development in Canada, focused 
entirely on Canadian problems and 
priorities and carried out by 
professional talent resident in the 
country. The resulting technology 
will be directed in Canada and 
applied for the benefit of the 
Canadian energy industries and 
markets. 


In its acquisition of the Canadian 
subsidiary of Atlantic Richfield 
Company, Petro-Canada was able to 
assure that ownership of basic patents 
for in-situ extraction of oil from oil sands 
was transferred to Petro-Canada. This 
has enabled the research and 
development program, of which these 
patents are a part, to continue in Canada 
for the benefit of Canada. 


The Corporation decided in 1977 to 
develop a research facility in Calgary 


to cover a wide range of research in 
exploration, development and 
recovery of conventional oils, heavy 
oils and bitumen and geophysical 
processing. 


Petro-Canada and partners are also 
developing new technologies for 
offshore Arctic well completions and 
new drilling systems to increase Arctic 
exploration opportunities. 


Canada Oil and Gas Act 


On December 20, 1977 the 
Government of Canada introduced 
The Canada Oil and Gas Act in the 
House of Commons. The Act, among 
other things, provides a preferential 
treatment for Petro-Canada in 
selecting Crown lands for 
exploration. The Corporation was 
given the right to select up to 25% of 
existing and future Crown lands for a 
period of seven years. 


Petro-Canada may acquire up toa 
25% interest in land whose current 
tenure term of 12 years has expired 
without significant oil or gas 
discoveries having been made — 
when such land is available for 
provisional lease and special renewal 
permits to its previous permit 
holders. This latter right would be 
diminished where permit holders 
have significant Canadian equity and 
can be removed completely if the 
permit holders’ Canadian equity is 
35% or more. 


Petro-Canada’s intention is to utilize 
the options available to it to try to 
accomplish the level of activity 
which geological data will justify and 
the needs of Canada dictate. The 
Canadian Government's policy of 
ensuring a degree of Canadian 
participation, whether through Petro- 


Canada or through other Canadian 
interests, is intended to increase the 
opportunities and benefits which 
may be available to Canada from its 
resource utilization. 


Secure Access To Imported Energy 


Petro-Canada believes that it is likely 
that Canada will, for the foreseeable 
future, require or find economic the 
purchase of some oil supplies from 
outside Canada. Secure access to 
such supplies is part of Canada’s 
policy and must constitute one of the 
Corporation's goals. 


Petro-Canada is making contact with 
its many foreign counterparts and 
their governments for the purpose of 
identifying opportunities to ensure 
greater security of supply of foreign- 
sourced energy. Participation in 
selective foreign exploration ventures 
offers the prospect of earlier 
deliveries of oil than the Canadian 
frontiers, where exploration to date 
has resulted in disappointingly 
limited amounts of new oil reserves. 
It may also enhance the direct access 
for Canada to such oil as a 
complement to reliance on existing 
worldwide networks which currently 
supply Canadian import 
requirements. While no undertakings 
have been made, Petro-Canada will 
continue to pursue the Canadian 
interest in access to oil in what may 
become a more supply-constrained 
market for international oil. 


Environmental and Social Affairs 


Petro-Canada is committed to being 
an industry leader in environmental 


protection and social responsibility. 
Environmental and social 
considerations are incorporated into 
the decision-making process both at 
the senior levels of management and 
at an operational level to assure that 
decisions are based on an acceptable 
balance of economic, social and 
environmental factors. 


Alternative Energy Sources 


While Petro-Canada has focused its 
attention on the development of 
petroleum resources, the Corporation 
also recognizes that oil and gas 
cannot be the exclusive focus of 
future energy developments. 
Renewable energy sources may 
increasingly be developed which 
prove to be economically and 
strategically appropriate for various 
applications. 


Petro-Canada has participated in a 
study to determine the technical, 
economic and market potential for a 
modular renewable energy centre. 
This centre would use solar, wind and 
biomass energy sources to generate 
electric energy in rural and isolated 
areas where connection to an energy 
grid or the use of diesel fuel to power 
electrical generation is prohibitively 
expensive. 


Personnel 


Petro-Canada in its first two years has 
grown substantially and has gone 
through a major acquisition. The first 
two years has seen the recruitment of 
a high quality team numbering over 600 
which constitutes one of the 
Corporation’s prime assets. These first 
two years have seen the development 
of a broad range of employee-related 
policies and services. 


Exploration and 
Land Review 


In 1977, Petro-Canada continued 
exploration in Canada’s frontier 
regions, specifically the Scotian Shelf, 
Arctic Islands and Northwest 
Territories. Activity in these areas 
would have been significantly 
reduced without Petro-Canada’s 
programs. In the well established 
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Scotian Shelf 


Petro-Canada’s exploration program 
on the Scotian Shelf was the major 
program in Eastern Canada’s offshore 
region in 1977. The final well in the 
Shell Canada Limited farm-in program 
on the Scotian Shelf was drilled at 
Moheida P-15 and abandoned at 
14,100 feet. 


Petro-Canada has now fulfilled all its 
obligations in this program, earning a 
45% interest in the 4.1 million permit 
acres of Shell land. An encouraging 
oil show, found at Penobscot L-30 in 
1976, resulted in the drilling of an 
unsuccessful delineation well at 
Penobscot B-41 in 1977. The 
Corporation’s partners in this activity, 
Shell and Sulpetro of Canada Limited, 
participated in this well. 


producing areas of Western Canada, 
Petro-Canada has participated in a 
number of ventures. 


The acreage summary chart details 
the distribution of the 93 million acre 
land inventory in which Petro- 
Canada holds an interest. 
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The Corporation continued its drilling 
program on the Scotian Shelf in 1977 
to earn a 40% interest in 1.1 million 
acres of Mobil Oil Canada Limited 
land in the Sable Island area. In June 
1977, a jackup rig, suited for drilling 
in very shallow water, started the 
Sable Island drilling program which is 
being operated by Mobil on behalf of 
Petro-Canada. At year end, Migrant 
N-20 had reached final total depth of 
14,661 feet. While one thin zone 
yielded a flow of gas, tests of thicker 
gas bearing sands did not yield 
sufficient gas to permit production. 
The well was abandoned in early 
1973; 


Migrant N-20 is the first well of a 
four-well commitment program on 
the West Sable block. Petro-Canada 
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can earn a 40% interest in 640.1 
thousand permit acres by the 
expenditure of $40 million. 


On the East Sable block, Petro- 
Canada is committed to drill an 
18,500 foot test to earn a 40% 
interest in 243.9 thousand permit 
acres. An additional interest of 40% 
in 220.3 thousand permit acres can 
be earned by drilling a second deep 
test. 


In February 1978, Kaiser Resources 
Limited joined Petro-Canada in the 
Sable Island farm-in program. Kaiser 
will acquire 25% of the interest 
earned by Petro-Canada by sharing in 


the costs of the program. 
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Newfoundland — 
Labrador Offshore 


No exploratory drilling took place off 
Newfoundland and Labrador in 1977 
due to a jurisdictional dispute 
between Newfoundland and the 
Federal Government. Exploration 
activities by the industry were 
confined to small seismic programs 
designed to delineate prospects to be 
explored when drilling is resumed. 


Petro-Canada, while not yet owning 
any land in the area, pursued these 
programs in conjunction with several 
partners on each of the three projects 
in the area which in total cover 22.2 
million permit acres in which Petro- 
Canada can earn varying interests. 


Petro-Canada and its partners 
participated in a major environmental 
study costing $1.4 million in 
preparation for drilling on the 
Aquitaine Company of Canada 
Limited option lands in 1979. 


Eastern Arctic 


In the summer of 1977, Petro-Canada 
acquired full ownership of three 
million acres at the north end of 
Baffin Bay. Northern Baffin Bay is a 
highly promising, though as yet 
untested, sedimentary basin which 
has the attributes to be a significant 
hydrocarbon producing area. 


The Corporation is identifying the 
necessary environmental studies 
which must be undertaken in order to 
establish a program to ensure protection 
of this area which is one of the most 
biologically abundant areas of the 
Canadian Arctic. 


Arctic Islands 


Petro-Canada is a shareholder in 
Panarctic; an 18% working interest 
partner in the Arctic Islands Exploration 
Group; and a small landowner on its 
own in the Arctic Islands. 


The Arctic Islands Exploration Group, 
comprised of Panarctic, Imperial Oil 
Limited, Gulf Oil Canada Limited and 
Petro-Canada, spent $14 million in 
seismic surveys and exploration wells in 
1977. Offshore at Drake P-40, a well 
was drilled on the easterly extension of 
the Drake Point structure. A second well 


. Kristoffer Gas Field 

. Thor Gas Field 

. Jackson Bay Gas Field 
Wallis Gas Field 

King Christian Gas Field 
. Hecla Gas Field 

. Drake Pt. Gas Field 

. Bent Horn Oil Pool 


MILES 
0 100 200 


(ts 


200 
KILOMETRES 


Panarctic Land 


a Arctic Islands 


Exploration Group 


B= Petro-Canada Land 


was drilled on western Melville Island at 
Depot Island C-44. Both wells were 
unsuccessful. 


Two additional offshore wildcat 
wells will be drilled to further explore 
prospects in 1978. Roche Point 0-43 
will be drilled on an offshore 
structure immediately west of the 
Sabine Peninsula while Cape Grassy 
I-34 will test an offshore prospect 
west of the Hecla structure. 


The current programs represent full 
utilization of the rigs available for 
offshore drilling in the area. Petro- 
Canada is working with other 
companies to have designed and 
built an aircushioned drilling system 
which could be available by 1980 for 
Arctic offshore exploration. This 
could augment the traditional ice 
platform drilling now used in offshore 
work and thereby allow exploration 
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activity to move more quickly on 
Arctic offshore drilling prospects. 


The Corporation is also conducting 
innovative studies on prediction of 
ice movement to fully understand the 
complex factors which control ice 
movement in the Arctic environment. 
This process is important to further 
potential exploration and 
development projects in the area. 


Onshore, Petro-Canada joined with 
Panarctic and its partners to conduct 
an exploration program on large 
untested onshore structures which 
could contain large quantities of 
either gas or oil. Under this program, 
Petro-Canada participated in the 
Sophie Point G-19 well on Vanier 
Island which was abandoned and 
started a second well at Beverley 
Inlet G-13 which was drilling at year- 
end. 


Seismic surveys conducted in 1977, 
combined with previous surveys, 


a, = 


A. Depot Island C-44 
B. Cape Grassy 1-34 Ee 
C. Roche Point O-43 F. 


D. Drake P-40 


Sophie Point G-19 
Beverley Inlet G-13 


have outlined numerous additional 
prospects in the offshore Sverdrup 
Basin. 


In addition to those wells in which 
Petro-Canada participated directly, 
Panarctic, in which Petro-Canada has an 
interest, drilled three wells in the Arctic 
at Bent Horn M-12, Bent Horn I-01-A 
and Southwest Hecla C-58. 


Mackenzie Delta - 
Beaufort Sea 


Petro-Canada participated in the 
drilling of one onshore test in the 
southwestern part of the Mackenzie 
Delta. Fish River B-40 was drilled to a 
depth of 11,490 feet and was 
abandoned. Further seismic surveys 
will be run in 1978, but no further 
drilling is planned until 1979. 


Exploration activities continued on 
offshore lands west of Herschel Island 
on 642.9 thousand permit acres of 


slat 


land owned by Petro-Canada, which 
had been farmed out to Dome 
Petroleum Limited. Dome commenced 
preparation of the Natsek E-56 location 
in 1977. 


Mackenzie Plain 
and Yukon 


Petro-Canada participated in two 
unsuccessful exploratory wells in this 
area in 1976. The first was in the 
Yukon at Mobil Gulf Peel YT H-71 
which tested a small quantity of gas. 
The second well, Mobil Gulf Sadene 
D-02, was drilled to test sands north 
of the area where an initial gas 
discovery had already been made at 
Tedji Lake. Petro-Canada will 
continue testing this play jointly with 
Gulf at PEX Gulf Fina Colville L-21, on 
a structure 20 miles east of the Tedji 
Lake well. 


Further to the south, close to the 
Northwest Territories - Alberta 
border, Petro-Canada will join Gulf 
Oil in the drilling of the Arrowhead 
M-O5 well. 


British Columbia 
and Alberta 


Petro-Canada has been involved in 
both British Columbia and Alberta, 
through exploratory and delineation 
drilling on its previously held lands 
and on some lands acquired in 
adjacent areas. 


In 1977, Petro-Canada participated in 
two successful delineation wells in 
the Hanlan Beaverhill Lake gas field. 
Delineation drilling is continuing. 


An active drilling program in the 
Bison Lake shallow gas play resulted 
in the drilling of six successful gas 
wells. Additional drilling is underway 
in 1978 to fully delineate this gas 
field. 


A 


/ Petro-Canada Joint Venture Lands 


Acreage Summary Chart 


Millions of Acres 


1977 1977 Maximum 

Area Gross Acres Net Acres Net Earnable 
East Coast S2ah 4.9 oe) 
Arctic Islands 39.5 pho “pe 
Beaufort Sea, 

N.W.T. & Hudson Bay ieee 6.3 JES 
British Columbia 4 3 S 
Alberta Sal Pan8) 2.0) 
Alberta Oil Sands 1.6 6 6 
Total Acreage (88.0) 92.6 (10.8) 15.3 (19.3) 25.0 


“Net acreage”’ represents the land earned at year-end 1977, ‘maximum net earnable”’ shows land 
which can be earned if all options are exercised and includes net acreage already acquired. 
Comparative numbers for 1976 are shown in parentheses. This acreage table does not include the 
acreage held by Panarctic Oils Ltd. nor does it include any lands on which Petro-Canada may 
exercise preferential rights provided by legislation. 


At Connorsville further wells were 
drilled to develop producing 
capability for Petro-Canada’s new gas 
processing facility. 


Delineation drilling in the Utikuma oil 
field resulted in the discovery of new 
oil reserves which added to the field 
producing capacity. 


Operations 


Production 


In Western Canada, Petro-Canada 
held varying interests in and operated 
approximately 1,000 oil and gas wells, 
seven gas plants, 11 gas treating and 
compressor stations and 15 
consolidated oil handling facilities. 
The Corporation held varying 
interests in numerous other oil and 
gas projects or units operated by 
other companies. During the 12 
month period, Petro-Canada 
participated directly in 112 appraisal 
and development wells which 
resulted in 18 oil wells and 84 gas 
wells. 


Reserves 


In 1977 Petro-Canada added 2.9 
million barrels of oil and natural gas 
liquids to its reserves. This was offset 
by 10.2 million barrels of production 
leaving reserves of 151.6 million 
barrels at year end. Petro-Canada 
added 53.6 billion cubic feet of gas to 
its reserves to offset production of 
32.5 billion cubic feet of gas leaving 
reserves of 821.8 billion cubic 

feet at year end. All reserves are 
before royalties and are Petro-Canada 
estimates. 
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1977 Well Completions 


APPRAISAL 
EXPLORATORY DELINEATION DEVELOPMENT TOTAL 

Gross Net Gross Net Gross Net Gross Net 
@il Seer eee ee ae — — — 18 ONG 18 10.6 
Gids Steers cerca cere ane 2 11.2 18 13.6 66 40.8 86 5520 
DDT Vitks rs ase hte ea 14 6.8 5 4.5 5 3.9 24 Da” 
‘Otall Hee er ee 16 8.0 23 ike. 1! 89 doo 128 81.4 
Oil and Natural @as Shallow drilling in Southern Alberta 


Natural Gas 

Liquids 

The Corporation’s production of oil 
and natural gas liquids averaged 
27,975 barrels per day, before 
royalty. Production for 1977 was 
maintained at the same levels as the 
previous year — about 70% of 
capacity. The average price during 
1977 for these products was $10.07 
per barrel. Major fields contributing 
to Petro-Canada’s production 


included Swan Hills, Bellshill Lake and 
Nipisi. 


' 


Pe 


Petro-Canada Photo 


Gas production averaged 88.9 million 
cubic feet per day, before royalty. By 
comparison, during 1976 production 
averaged 87.8 million cubic feet per 
day. Major fields contributing to the 
Corporation's gas production were 
the Alderson, Medicine Hat, and Keg 
River shallow gas operations; Gold 
Creek; and fields in northeastern 
British Columbia. The average price 
for natural gas sold during the year 
was $1.16 per thousand cubic feet. 


continued to highlight gas reserve 
development. Construction of a 30 
million cubic feet per day gas plant to 
be operated by Petro-Canada in the 
Connorsville area of southeastern 
Alberta neared completion at year 
end. Construction of a 25 million 
cubic feet per day plant at Paddle 
Prairie resumed in 1977 following 
successful resolution of gas purchase 
contracts and land access rights. 
Connection of other shut-in gas 
reserves and facility modification to 
increase gas sales were continued in 
1OAT. 


During the year, Petro-Canada’s gas 
production was adversely affected by 
industry-wide curtailment of gas 
contract sales due to oversupply and 
market constraints. These constraints 
further slowed contract negotiations 
on currently shut-in reserves. Oil 
prorationing as a result of 
conservation schemes and export 
restrictions continued to reduce sales 
of oil-associated gas. These 
constraints reduced the 
Corporation's production to an 
average of 85% capacity during the 
year. 


Production 


Oil, Condensate and Natural Gas Liquids 
— 1977 (before Royalty) 


(thousands of 


barrels) 
ALBERTA 
Swan Hills 1,829 
Bellshill 1,442 
Nipisi 1,371 
Carson Creek North 748 
Redwater 710 
Utikuma 686 
Swan Hills South 397 
Virgina Hills 250 
Snipe Lake 242 
Kaybob 235 
Pembina 25 
Gilby 206 
Other P2005 
Sub-Total 9,546 
BRITISH COLUMBIA 665 
TOTAL GROSS 


PRODUCTION 10,411 


(average production 
27,975 barrels per day) 


= 
* - 
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Natural Gas Production — 1977 


(before Royalty) 


ALBERTA 


Medicine Hat 
Alderson 
Gold Creek 
Keg River 
Westlock 
Kaybob 
Swan Hills 
Carson Creek 
Edson 
Sedgewick 
Connorsville 
Swan Hills South 
Redwater 
Other 


Sub-Total 
BRITISH COLUMBIA 


TOTAL GROSS 
PRODUCTION 


(average production 88.9 
million cubic feet per day) 


(millions of 
cubic feet) 


6,031 
5,381 
3,755 
2,499 
1,319 
1,238 
ae 
911 
801 
611 
444 
421 
411 
2,547 


27 pe Oe. 
4,885 


32,467 


Syncrude 


Construction of the Syncrude Project 
in which Petro-Canada has a 15% 
interest was 95% complete at year- 
end 1977. The Corporation's 1977 
expenditures of $88.7 million 
brought its total expenditures in the 
project at year-end to $259.1 million. 
Estimated total cost of the Project is 
$2.1 billion excluding related 
facilities and pipelines which are not 
directly owned by the participants. 
Syncrude will start up in 1978. 


On December 21, 1977, Bill C-19 
was introduced into the House of 
Commons for first reading. The Bill 
provides amendments to the 
Petroleum Administration Act to give 
effect to a Federal Government 
commitment to allow international 
prices for the production of the 
Syncrude Project. 


PAC sb Aa) 


Petro-Canada is operator for the P.C.I. 
project, a three company consortium 
of Petro-Canada, Canada-Cities 
Service Limited and Imperial Oil 
Limited, which holds 1.2 million acres 
in 34 leases of in-situ acreage in the 
Alberta oil sands. 


The design and cost estimate for the 
installation and operation of a small 
field pilot to test the electric pre- 
heat/steam drive recovery process, for 
which Petro-Canada has the basic 
patents, were completed in 1977. The 
P.C.I. Group has sought funding for 
this initial pilot from various sources. 


As required by regulation, the P.C.I. 
Group submitted a five-year work 
program to the Alberta Department 
of Energy and Natural Resources. 
Accepted in June 1977, the work 
program will commence with 33 core 
holes to evaluate the leases in the 


lS 


Syncrude Canada Ltd. 


northwest portion of the group’s 
holdings. The total cost of this drilling 
program, to be carried out in the first 
quarter of 1978, is estimated at a 

gross of $2.5 million of which Petro- 
Canada’s share is $833.0 thousand. 
The P.C.I. Group plans to continue with 
the evaluation of its 34 leases with 
similar core hole drilling programs 
during the next three drilling seasons. 
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Conventional 


Heavy Oil 


Heavy oil deposits in Canada, 
estimated to be in the order of one 
trillion barrels, are a large and 
relatively untapped energy resource. 
Petro-Canada has been actively 
engaged in an examination of the 
magnitude of these reserves, the 
technical aspects of their 
producibility and the technology and 
economics of their production and 
upgrading. This program has 

been sufficiently encouraging to 
Petro-Canada to justify more detailed 


work. Petro-Canada’s initiatives have 
helped to accelerate the industry 
work for heavy oil development. 


Despite the fact that Petro-Canada 
has no land rights in the area, and 
therefore no heavy oil production, it 
will continue to pursue both 
technical and economic studies 
essential to launching the substantial 
development and upgrading of heavy 
oils necessary to bring this potential 
resource into full utilization. 


Polar Gas 


Petro-Canada continued as a 
participant in the Polar Gas Project 
during 1977. 


The Polar Gas Project has concluded, 
based on its studies and current 
reserves forecasts, that a natural gas 
pipeline is the preferred means of 
transporting large quantities of 
natural gas from the Arctic Islands. 


Originating on Melville Island, the 
2,300 mile line will move gas 
through the Northwest Territories, 
and Manitoba into Ontario where it 
will terminate at an interconnection 
with the TransCanada PipeLine 
system near Longlac, Ontario. 


Polar Gas made application on 
December 21, 1977 to the National 
Energy Board and the Department of 
Indian and Northern Affairs for the 
necessary approvals to construct and 
operate the pipeline. 


Petro-Canada, in accordance with its 
Polar Gas Participation Agreement, 
did not participate in these 
applications, but is continuing to 
help finance the research and 
engineering necessary for this project 
pending the location of the required 
volumes of gas in the Arctic Islands to 
fill the proposed pipeline system. 


Petro-Canada Drawing 


Arctic Pilot 
Project 


During 1977, Petro-Canada 
completed the preliminary 
engineering and economic evaluation 
of producing liquefied natural gas 
(LNG) in the Arctic Islands and 
transporting it by icebreaking tankers 
to southern markets. This project is 
being developed as a joint venture 
of Petro-Canada (project leader) and 
The Alberta Gas Trunkline Company 
Limited. Melville Shipping Limited, a 
consortium of Canadian companies, 
is participating in the development 
and design of the transportation 
system. 


The project involves the construction 
and operation of facilities to transport 
250 million cubic feet per day of 
natural gas to be produced in the 
Melville Island area to East Coast 
markets. 


The construction of this system 
would provide a start for production 
and deliveries from the Arctic Islands. 
It would give actual operating 
experience for construction, 


production and transportation in this 
remote and difficult environment as 

well as advance the technology and 

operating experience in ice breaking 
transportation. 


The preliminary evaluation studies 
have included engineering analyses 
of pipelining, plant design, 
construction logistics and LNG tanker 
construction and operations in the 
Canadian Arctic, as well as the 
environmental and social impact of 
such activities. 
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Environmental 
and Social Affairs 
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Environmental and social factors are 
intimately inter-related to the 
economic feasibility of energy 
development projects. Petro-Canada 
is committed to being an industry 
leader in environmental protection 
and social responsibility. 


Environmental and social 
considerations include impacts on 
local communities and settlements, 
as well as impacts on the biophysical 
environment. These elements are 
incorporated into Petro-Canada’s 
decision-making process through 
early and thorough impact studies 
and community consultations, to 
assure that decisions are based on an 
acceptable balance of economic, 
social and environmental factors. 


During 1977, the corporate 
environmental and social affairs 
office, which reports to the President, 
completed the implementation of an 
environmental management strategy 
which decentralizes responsibilities 
to the operating levels and integrates 


Mach 2 Film Productions Ltd. 


policies and guidelines at the 
corporate level. The corporate office 
continues to provide policy advice to 
senior management and represents 
Petro-Canada in many interactions 
with government and other 
organizations. 


Petro-Canada is currently planning a 
multi-million dollar environmental 
study to meet the requirements of 
the Eastern Arctic Marine 
Environmental Study and assure that 
full account is taken of the interest 
and concern of northerners who may 
be affected by the proposed 
development. 


Petro-Canada has undertaken 
substantial studies in conjunction 
with its work on the Arctic Pilot 
Project. Environmental impacts have 
been an important consideration in 
the analysis of heavy oil 
development in Alberta and 
Saskatchewan. 


Financial Review 


Petro-Canada is wholly owned by the 
Federal Government and its shares 
cannot be issued to any other holders 
under the terms of the Petro-Canada 
Act, the law under which the 
Corporation was established as a 
Crown Corporation and agent of the 
Government. Parliamentary approval 
is required for the Government to 
invest funds in the Corporation. 


The Petro-Canada Act gave 
Parliamentary authority to the 
Government to invest up to $1.5 
billion in the Corporation. However, 
the actual advancing of these funds is 
intended to occur over a period of 
years and only against capital 
projects whose budgets have been 
approved by various Governmental 
authorities. 


Each autumn the Corporation 
prepares an annual capital budget for 
the forthcoming calendar year. 
Expenditures on these projects can 
only occur, regardless of the source 
of funds, following approval of the 
Governor-in-Council, on the 
recommendation of the Minister of 
Energy, Mines and Resources, the 
Minister of Finance, and the President 
of the Treasury Board. 


Since January of 1976 when the 
Corporation began business, the 
government has invested $280.0 
million in the common shares and 
$258.3 million in preferred shares of 
the Corporation, a total of $538.3 
million of the $1.5 billion which the 
Government is authorized to invest. 
The Government's declared intention 
was that the total funds 
contemplated by the Act should see 
the Corporation through its first 5 - 7 
years of activity, depending upon the 
opportunities for worthwhile 
projects. 


In addition to this source of funds, 
Petro-Canada has incurred outside 
debt in the amount of $244.0 million 
of which $214.0 million remained 
outstanding at December 31, 1977. 


The Corporation's operating revenue 
of $88.7 million was generated 
almost entirely from oil and gas 
production. This represents an 
increase of $57.2 million over the 
1976 amount and reflects slight 
production increases for both oil and 
gas, higher prices for both these 
products, and the inclusion of a full 
12 months of Petro-Canada 
Exploration Inc.'s results. This wholly- 
owned subsidiary was acquired 
August 1, 1976. Additional income 
was generated from cash balances on 
hand through the course of the year 
resulting in total revenue of $92.7 
million. 


Earnings before taxes of $30.4 million 
in 1977 are up from $14.5 million in 
1976. While sufficient deductions 
were available to eliminate current 
income taxes, full provision was made 
for deferred income taxes of $20.9 
million, leaving net earnings of $9.5 
million for the year. This compares 
with a deferred tax provision of $11.2 
million for 1976 and net earnings of 
$3.3 million for that year. 


After deducting all administrative 
and operating expenditures from the 
total revenue of $92.7 million, 
operations provided $55.9 million of 
funds in 1977 compared with $23.8 
million in 1976. In addition to these 
funds, shares were issued to the 
Government of Canada for $154.5 
million in cash and $4 million in 
additional long-term debt was 
incurred, resulting in a total source of 
funds of $214.4 million. A further 
$14.9 million was provided from 
working capital for a total of $229.3 
million which was used as follows: 


(million) 
Oil & Gas exploration 
& development $978 
Bituminous sands 
(mainly Syncrude) 89.1 
Panarctic Oils Ltd. sis) 
Reductions of 
long-term debt 40.4 
Polar Gas, heavy oil and 
Arctic LNG Projects 
(Deferred charges) Ve) 
$229.3 


At December 31, 1977 there was a 
working capital deficit of $3.8 million 
which was eliminated in January 
1978 by the issue of preferred shares 
to the Government for $25.5 million 
cash. 


Compared with 1976, when the 
funds used totalled $636.5 million, 
there was a significant reduction in 
1977. The greater use of funds in 
1976 was a result of the 
Corporation’s acquisition of the 
Government's interests in the 
Syncrude Project and Panarctic; and 
the acquisition of its wholly-owned 
subsidiary, Petro-Canada Exploration 
Inc. 


At the end of 1977, the Corporation's 
assets totalled $878.7 million 
(recorded at their acquisition cost 
less any related depreciation, 
depletion or amortization) — 
consisting of current assets of $48.1 
million; investment in Panarctic Oils 
Ltd. of $91.8 million; property, 
plant and equipment of $718.8 
million (of which $259.1 million are 
assets related to Syncrude Project) 
and other assets of $20.0 million. 


Liabilities, including long-term debt 
of $193.6 million, amounted to 
$245.5 million and the accumulated 
provision for deferred income taxes 
was $82.1 million. Shareholder’s 
equity at December 31, 1977 was 
$551.1 million, an increase of $164.0 
million from the balance at the end of 
IA. 


is 


Peiro-Canada 
Consolidated Balance Sheet 


As at December 31, 1977 


1977 1976 
Assets 
CURRENT ASSETS 
Cash and short-term’ deoosits ssi eee nare eet ae $ 21,453,000 $ 33,886,000 
AGCounts recel Vall Cie ceeennen tenet eae ene ee 20,392,000 17,195,000 
IVENTORIES :3).4 bb corer stole ate ates Meer e-em 4,009,000 2,625,000 
Portion of long-term receivables due within one year .... 1,651,000 651,000 
Prepaid: expenses: vac outer ee es ee 572,000 474,000 
48,077,000 54,831,000 
INVESTMENT IN PANARCTIC OILS LTD. (Note 3)........ 91,807,000 80,000,000 
PROPERTY, PLANT AND EQUIPMENT, net (Note 4)...... ' 718,846,000 576,309,000 
OTHER ASSETS, at cost 
Long-term receivables, net. 1.92 see: eee es 2,045,000 2,049,000 
Work performance deposits), 2 1s tana eee eee 1,011,000 807,000 
3,056,000 2,856,000 
DEFERRED CHARGESMNOtGc5) ee eee ae 16,910,000 7,020,000 


On behalf of the Board 


Mik pe 


Director 


Seu ines 


Director 
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$878,696,000 


$721,016,000 


Liabilities 
CURRENT LIABILITIES 
Accounts payable and accrued liabilities............... 


Portion of long-term debt due within one year ......... 


ES NG ORERIV DED ee NOCehO) een geer ten «akc Pree rian oe oo 


EGER REDOSING © Mimi AN Eo taki cd lan Seas avs ase Shes 


Shareholder’s Equity 


CAPITAL (Note 8) 
BreLehneCeSilal CS one ener m nce kart oa wer enem rien ash OE cau 
(CGVARIAAVOIAY SRW S ed coe ie co te ae ee cee ee 


Ree AINE DRE ARIN UNG S 2 tecueis line ce corte ant ane Sees, 8 elena a+ 


COMMITMENTS (Note 9) 


$ 31,466,000 


20,400,000 
51,866,000 
193,600,000 


82,082,000 


258,300,000 


280,000,000 


538,300,000 


12,848,000 


551,148,000 


$878,696,000 


$ 33,699,000 


10,000,000 
43,699,000 
230,000,000 


60,184,000 


158,800,000 


225,000,000 


383,800,000 


37339,000 


387,433,000 


$721,016,000 


el 


Peiro-canada 


Consolidated Statement of Earnings and 


Retained Earnings 


For the Year Ended December 31, 1977 


REVENUE 
Operating revenuein gro iden ne eal cop eee es cern ae 
interesteandhotherreVvenUe smn el ean aetna eer 


EXPENSES 
CIDCIALIN Gena cacy 4) athens ter oa oa creas nee ese tem 
General and administrative... 2.0.25. ..0e..5a eke 
Interestyonziong-tetin CeDty iss ie aero eee Ge 
DG PreCiatiOn ene = ese ee era 
Depletion wsere aay iin ox, eae nn ara ee 
AIIIOILIZ ATION inns Since ie elo teta, ale Nt once earners 
Researchircin. strce tag tale rca emer amee ee aa 


EARNINGS BEFORE INCOME: AXES soap ea yee 


PROVISION FOR INCOME TAXES (Note 7) 
Deferred sea an ch on ee ee ee 


NET EARNINGSSEOR PERIOD Bates rs epee ee 


RETAINED EARNINGS AT BEGINNING OF PERIOD .... 
RETAINED: EARNINGS AT END OF PERIODS. = 2. 02. 


jap 


ATT 


$88,718,000 


3,975,000 


92,693,000 


13,810,000 
13,198,000 
10,553,000 
2,854,000 
17,028,000 
4,589,000 
248,000 


62,280,000 


30,413,000 


21,898,000 


(1,000,000) 


20,898,000 


9,515,000 
3,333,000 


$12,848,000 


1976 


(Note 2) 


$31,504,000 


7,835,000 


39,339,000 


5,541,000 
5,238,000 
5,157,000 
1,082,000 
7,226,000 

546,000 


24,790,000 


14,549,000 


11,633,000 


(417,000) 


11,216,000 


3,333,000 


$23,333,000 


Peiro-Canada 


Consolidated Statement of Changes in 


Financial Position 


For the Year Ended December 31, 1977 


SOURCE OF FUNDS 
Nebearnings fOr penod 5. ae 
Add charges not involving an outlay of funds.......... 


Funds provided trom operations 2... 2. ee. 
Proceeds rom issue of jong-term debt... 0. 0.2. 
Proceeds fromassue ol shates..- 415. ae 


USE OF FUNDS 
Acquisition of subsidiary company ....-< se. 
Less working Capital acquired. ees ess 


investinenc im Panerctic Oils Lid. 2 eo se na 
Acquisition of property, plant and equipment.......... 
INC LeaSe I OLNOASSClS er ren te ey reese 
increase in deterred charegss 22 2 cy he eee 
Reduction ol,lome-termdebiy. 4). cs aa ice ees 


INCREASE (DECREASE) IN WORKING CAPITAL. oa. 
WORKING CAPITAL AT BEGINNING OF PERIOD ......... 
WORKING CAPITAL (DEFICIENCY) AT END OF PERIOD ... 


1977 


o 97515,000 
46,369,000 


55,884,000 
4,000,000 


154,500,000 


214,384,000 


11,807,000 
166,958,000 
200,000 
9,940,000 


40,400,000 


229,305,000 


(14,921,000) 
41,132,000 


$ (3,789,000) 


$73 933,000 
20,487,000 


23,820,000 
240,000,000" 


383,800,000 


647,620,000 


342,440,000 


10,275,000 


332,165,000 
80,000,000 
206,897,000 
406,000 
7,020,000 


10,000,000 


636,488,000 


11,132,000 
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Petro-Canada 
Notes to Consolidated Financial Statements 


December 31, 1977 
(tabular amounts shown in thousands of dollars) 


1. Summary of Significant Accounting Policies 


(a) 


Basis of Consolidation 

The consolidated financial statements include the accounts of Petro-Canada (‘‘the Corporation”’) and its wholly 
owned subsidiary, Petro-Canada Exploration Inc. The excess of the purchase price of the subsidiary over the 
underlying net book value at the date of acquisition has been allocated to the related assets acquired and 
additional depletion and amortization provided accordingly. 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 


Investment in Panarctic Oils Ltd. 


The Corporation accounts for its investment in Panarctic Oils Ltd. on the equity method. The activities of 
Panarctic Oils Ltd. are in the exploratory stage and all expenses less sundry income have been capitalized; the 
company is deemed not to have earned a profit or sustained a loss. 


Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs relating 
to the exploration for and development of oil and gas reserves are capitalized. Such costs include those related 
to lease acquisitions, geological and geophysical activities, carrying charges of non-producing properties, 
drilling both productive and non-productive wells and overhead related to exploration. 


The costs incurred, except as noted below, are depleted on the unit of production method based on estimated 
proven oil and gas reserves. For purposes of calculating depletion, natural gas production and reserves are 
converted to equivalent barrels of crude oil based on the relative energy content of each commodity. In 
addition, separate cost centres have been established for each of the Frontier areas, presently comprising 
Mackenzie Delta/Beaufort Sea, Arctic Islands, Labrador Shelf and Scotian Shelf. Annual costs accumulated in 
these separate cost centres are amortized on a straight line basis over the period during which exploration 
activity in each cost centre is expected to continue. Where exploration proves to be successful, amortization 
will be suspended and the unamortized balance of the cost centre will be depleted on the unit of production 
method when production commences. Where exploration proves to be unsuccessful and the cost centre is 
condemned or abandoned, the unamortized balance of that cost centre will be charged to earnings at that time. 


Expenditures on the Syncrude Project and related leases are accumulated in a separate cost centre and will be 
depleted on the unit of production method when production commences. Expenditures on other bituminous 
sands leases are also accumulated in a separate cost centre and are amortized, depleted or otherwise charged to 
earnings in accordance with the policy described above for the Frontier areas. 


Depreciation of plant and production equipment directly associated with oil and gas activities is provided on 
the unit of production method. Depreciation of other property and equipment is provided on the straight line 
method at rates varying from 10% to 25%, designed to amortize the cost of the assets over their estimated 
useful lives. 


Deferred Charges 


The Corporation is deferring costs relating to its participation in the Polar Gas Project. These costs relate to 
feasibility studies in connection with a gas transmission system from the Arctic Islands to Eastern Canada. Under 
the participation agreement, subject to the project's feasibility and approval by the necessary regulatory 
authorities, the participants shall be entitled to have the costs they have incurred treated as an equity 
investment in a company incorporated to construct and operate the transmission facilities, or be reimbursed out 
of any financing of such company. In the event that a decision is made not to proceed with the project, costs 
will be charged to earnings at that time. 
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Costs incurred on feasibility studies involving economic evaluation and preliminary engineering relating to an 
Arctic Liquefied Natural Gas Project and to the production of hydrocarbons from conventional heavy oil 
deposits are being deferred. When production commences, total expenditures will be amortized based on the 
estimated useful lives of the projects. In the event that a decision is made not to proceed with a project, all 
associated costs will be charged to earnings at that time. 


Debt issue expense is being amortized on a straight line basis over the life of the debt. 


(f) Research Costs 
Research costs are charged against income as incurred. 


(g) Income Taxes 
The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 


Comparative Figures 


The Corporation was incorporated pursuant to an Act of the Parliament of Canada which received Royal Assent on 
July 30, 1975. The inaugural meeting of the Board of Directors was held on January 20, 1976 after which operations 
commenced. Effective August 1, 1976 the Corporation acquired all of the issued shares of its subsidiary company. 
Accordingly, the 1976 comparative figures in the consolidated statements of earnings and retained earnings and 
changes in financial position include the operating results of the subsidiary company from August 1 to December 
31, 1976. 


Certain reclassifications have been made to the 1976 comparative figures to conform with the current year’s 
presentation. 


Investment in Panarctic Oils Ltd. 


During 1977, the Corporation subscribed to a further financing of Panarctic Oils Ltd., increasing its investment at 
December 31, 1977 to $91,807,000 (1976 - $80,000,000). This additional investment maintained the Corporation's 
ownership of the issued common shares of Panarctic Oils Ltd. at approximately 45%. These shares are not traded on 
the open market and therefore do not have a quoted market value. 


Property, Plant and Equipment 
Property, plant and equipment consists of: 


Oa 1976 


Accumulated 
Depreciation, 
Depletion and 


Cost Amortization Net Net 

Oil and gas properties 
NAA FAOIMG PORE, o oik og oh dod oe SR elle on bee $350,490 $23,990 $326,500 $322,890 
ete PICGI ANCL RicUA ST SRR aL GRIT, SIR ETE Oe aC a re ee Ce 76,934 AVIS V2 A®| 27,438 
Plantrand DrOductioneqUIDMent aac. saqscs © esa Gin 47,502 2,679 44 823 ANG) 
Bituminous Sands 
— Syncrude Project and related leases 

(EONS TUCHONMN DrOPTESS iy arn shone. ciamiAla te aiton 259,064 — 259,064 170,405 
— Other bituminous sands leases 

andiexpenditures thereOnssuse 2 sme tumete: oiker 10,737 352 10,385 10,254 
@ther property and equipment 02.25 5.2a0 ties. 6,540 667 5o73 3,751 


$751) 267, Po2 421" $718,846 $576,309 


*consists of depreciation — $3,346,000, depletion — $23,990,000 and amortization — $5,085,000 (at December 31, 1976 — $1,082,000, 
$7,226,000 and $546,000 respectively). 
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Deferred Charges 


Deferred charges consist of: 


VOTE 
At cost: Saar Se 
Polar'Gas Projects... 2 ee eae oe lass via ew oe oe re ee ere $ 10,887 
Heavy oil projects. . .e 50 cite iy ots aon werent 0 wal ow le eee ole 3,504 
Arctic Liquefied:Natural Gas Projectza. <0 a, 2. ais dns tee eer een ee 2,000 
Othet. ooo) es old vg See ae eed Shee eae a ee 211 
Unamortized debt issue expense ain 35 aces C5 an cent ae ies ee genes 308 
$ 16,910 
Long-Term Debt 
Long-term debt consists of: 
ae ae 
Bank Income Debentures iin ence ee eee $210,000 
Income Debenture. tae eit ees Sa ie hs bee oe eee — 
Other long-term debt, non-interest bearing. 22. ats ee 4,000 
214,000 
Less: principal: due within one yeat. 4.5 w0ae le oe eg eee 20,400 


$193,600 


Bank Income Debentures 


1976 
$ pena 
240,000 


240,000 
10,000 


$230,000 


On February 1, 1977 the Corporation issued Bank Income Debentures to a Canadian chartered bank in the amount 
of $240 million, which have maturity dates from December 31, 1978 to December 31, 1983 and bear interest at 
approximately 52% of the bank’s prime lending rate, as announced from time to time. No deduction is allowed 
under the Income Tax Act for interest expense relating to the Bank Income Debentures (Note 7). The proceeds of the 
issue were used to repay an Income Debenture which was outstanding at December 31, 1976, held by the same 


bank. 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there are 
certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in its 


subsidiary company. 
Repayment of Long-term Debt 
The minimum repayment of long-term debt in each of the next five years is as follows: 


1978 - $20,400,000, 1979 - $30,400,000, 1980 - $40,400,000, 1981 - $ 50,400,000, 1982 - $50,400,000. 


Income Taxes 


The provision for income taxes of $20,898,000 (1976 - $11,216,000) differs from the result which would be 
obtained by applying the combined Canadian Federal and Provincial income tax rate of 47% to the earnings before 


income taxes of $30,413,000 (1976 - $14,549,000). This difference results from the following items: 
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1O77 1976 


% of earnings % of earnings 


before income before income 
Amount taxes Amount taxes 
Computed “expected” tax expense .........4....05. $14,294 47.0% $ 6,838 47.0% 
Increase (decrease) in taxes resulting from: 
Royalties and other payments 
to: Provincial Governments ...c...2.5..5 52 eee ced Posy, 314 83.2 9,462 65.0 
Provincial income tax rebate plans ..........:..... (4,463) (14.7) (1,126) (7.7) 
Tax depletion on Canadian production income...... (8,611) (28.3) (3,402) (23.4) 
Federal resource allowances... (26) cn er eee. (13,156) (43.3) (5,060) (34.8) 
Federal frontier exploration allowances............. (2,568) (8.4) — — 
Non-deductible interest on Bank 
Income-Debentures (Note 6)... .2.5 [52 ee 4,960 16.3 2A24 G7, 
Amortization of excess of assigned value over 
book value of assets acquired on 
purchase ol-subsidiary- company"... ..6c: ea cs. Bod 16.9 2,080 14.3 
PROVISION TOKINCOMe taxes 99. sous ea eaters ec ee $20,898 68.7% $11.216 77.1% 


Capital 
Authorized: 


The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 
of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic Oils 
Ltd. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, the 
authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, the 
authorized and issued preferred shares are identical. At December 31, 1977, 258,299,853 preferred shares of the par 
value of $1 each had been issued. Such preferred shares, which are redeemable at par at the option of the 
Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada): 


1977 1976 
Number of Number of 
Shares Consideration Shares Consideration 
Common Shares 
Balance dt. Depinnine OF PEMnOd i... sewers. came o5 45 $225,000 —_ $ — 
EOI. CAS ee eee we tae ee ea ei ee slit 55,000 29 145,000 
In consideration for the acquisition of 
the investment and obligations of the 
Government of Canada in Panarctic Oils Ltd. ...... — — 16 80,000 
Bal aca e ClG:Ol Del Cd migen seca cnatr act tty cece a 6 56 $280,000 45 $225,000 
Preferred Shares 
Balance at beginning of period .................... 158,799,853 $158,800 = $ — 
TON PCS ples aos ere Sky sea mea ete cope Drea ne ine Cree i 99,500,000 99500 65,000,000 65,000 
In consideration for the acquisition of 
the interests of the Government 
of Canada in the Syncrude Project................ _ —_ 93,799,853 93,800 
Balance at end Of Penod a0 6.4 Sati oa eee or 258,299,853 $258,300 158,799,853 $158,800 


Li, 


9. Commitments 


In addition to commitments incurred in normal exploration activities, the Corporation has the following 
undertakings: 


(a) The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude oil 
from the Athabasca Oil Sands. The project is expected to be completed in 1978 at an estimated cost of $2.1 
billion. The Corporation's 15% interest will require a total commitment of approximately $315 million of which 
$259 million had been expended to December 31, 1977. Associated with the Syncrude Project are facilities 
which are not owned by the participants, consisting of an electricity generating plant, a fuel gas supply pipeline 
and a pipeline to transport plant product to Edmonton. The Corporation, together with the other participants, 
has minimum usage commitments relating to these facilities. 

(b) The Corporation is committed to expenditures of approximately $8 million in connection with the financing of 
Panarctic Oils Ltd. 


10. Remuneration of Directors and Officers 


During 1977 the Corporation had ten directors and fifteen officers of whom three served in both capacities (1976 - 
ten directors and ten officers of whom three served in both capacities). The following aggregate remuneration was 


paid or payable: 
Directors Officers 
1977 1976 1977 —s«W1976 
By Petro-Canaclacis aetecse terri et a cee ea $57 $ 34. $727 $308 
BY SUDSICIary, COMMON IY meme rparira meni ore Aish er een reer ere ees 83 — 
$57 $34 $810 $308 


11. Anti-Inflation Program 


The Corporation is subject to the Anti-Inflation Act which provides for a restraint on profit margins and 
compensation to employees. 


12. Subsequent Event 


Subsequent to December 31, 1977 the Corporation issued 25,500,000 preferred shares of the par value of $1 each 
to the Government of Canada for a cash consideration of $25,500,000. 


Auditors’ Report 


To The Honorable Alastair W. Gillespie, P.C., M.P. 
The Minister of Energy, Mines and Resources 
House of Commons 

Ottawa, Canada 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1977 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


In Our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1977 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding period. 


We further report as required by Section 77 (1) of the Financial Administration Act that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within the 


powers of the corporation. 
Calgary, Canada 2 4 Me 2 Ze . 
February 25, 1978 Chartered Accountants 
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